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Governance Challenges in the Hotel Management Contracts
: Separation of Ownership/Operation and Its Infl uence on Hotel Management
TAO Keiko
　Major branded hotel management companies such as Marriott, Hilton, and Starwood adopt the hotel 
management contract as a growth strategy to fi nance global expansion. The hotel management contract is believed 
to have brought an effective division of labor. Hotel management companies operate hotels for owners with no 
capital investment. There is no need for owners to spend time and effort for hotel operation.
　This separation of ownership and operation, however, involves governance challenges. Hotel management 
companies and hotel owners increasingly enter into shorter management contracts. They are becoming less 
concerned about the long-term development of hotels. A conflict of interest occurs frequently between hotel 
management companies and owners, who have different motives and interests in hotels. Despite a lot of attention, 
there have been few studies on hotel management contracts.
　The fi ndings of this study indicate the hotel management contract is unique, in that an external organization 
enters the owner’s site and takes full responsibility for its core business. A similar situation is observed in the 
internal contract system of production of the United States in the 19th century. Here, a hotel management contract 
is concluded as a revised version of the internal contract system. Since the internal contract system was provisional 
until the introduction of Taylor’s scientifi c management, hotel management contracts could be provisional until 
franchising was introduced and accepted in the new market.
　The consequences are also examined. First, many people believe that a hotel management contract is lucrative 
for hotel management companies, but this is repudiated. Second, hotel investment has been volatile even after 
the situation changed. Third, hotels entering into a management contract appear to show good performance with 
higher occupancy rates and RevPAR. This is supported to some extent.
　The competitive advantages of branded hotel management companies, which became asset-light, are studied 
in the final part. It is concluded that those companies are losing their competencies in the development and 
construction of hotels. Besides, independent hotel management companies continue to replace the roles of branded 
companies. Their multi-branding strategy is also not effective in encouraging customer loyalty.
Keywords : Hotel Management Contract, Separation of Ownership and Operation, Governance, Hotel Asset 
Management
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